This paper analyzes the extent to which the degree of international economic integration, both financial and trade, affects corporate tax rates. It explores this issue in the context of strategic behavior by countries, taking into account other global and domestic political economy factors. Tax rates are analyzed using a unique tax dataset for advanced and developing economies extending over five decades. We report a number of novel results: there is no general negative relationship between financial globalization and corporate tax rates and revenues-results vary according to country grouping with OECD countries showing a positive relationship; the United States exhibits a "Stackelberg" type of leadership on other countries; trade integration is inversely correlated with tax rates; and public sentiment and ideology affect tax rates. The policy implications of these findings, particularly given budgetary pressures in the aftermath of the global crisis, are noted. JEL Classification Numbers:F2; F41; F59; H25
I. INTRODUCTION
A stylized fact about the past three decades is a marked decline in corporate tax rates in many countries. Several studies have explored the role of increasing globalization and international competition for capital in this process of decline (see, for instance, Razin and Sadka 2004 , Dreher 2006 Swank 2006) . However, the extent to which the degree of international integration, particularly financial integration, specifically affects corporate tax rates or corporate tax revenues has been much less explored (the main exceptions are Devereux op. cit. and Quinn 1997) . Given the sharp increase in globalization (Obstfeld and Taylor 1999) , the issue of how and to what extent financial market integration of national economies affects corporate tax policy and tax revenues assumes particular relevance (see Desai and Dharmapala 2010; Zodrow 2010 ; and the other papers in the December 2010 special issue of the National Tax Journal on capital mobility and taxation). This paper explores the conditions under which financial globalization (FG) in particular is likely to have a direct effect on corporate tax policy, and when and how that effect is expected to be negative or otherwise. The strategic framework facing governments in which a "Stackelberg" type of leadership by the United States or another major trading partner is also postulated to play a role. The basic notion is that side by side with FG, deviations from U.S. (or other major trading partner) corporate tax rates, up or down, are unlikely to be sustained over the longer term. In this, it provides extensive empirical evidence of the interaction between FG and strategic aspects, which is more general than the strategic behavior modeled by Kempf and Rota-Graziosi (2010) . (See also Swank 2006; Swank and Steinmo 2002; Tanzi 1996 .) The role of trade integration, as supplementing FG in affecting corporate taxes, is also explicitly analyzed.
The above analysis takes into account a variety of other factors found to be important in determining the statutory corporate tax rates: for instance, there is some evidence that "global sentiment" in the form of attitudes toward the role of markets has changed quite markedly over the past three decades (particularly since the collapse of the Soviet Union), and that has direct implications for the attitudes towards the private corporate sector and its tax treatment (see also Baisinger and Hallerberg, 2004.) Other things equal, this may be expected to exert a downward influence on corporate tax rates. The paper devises a proxy of this change in global "sentiment" and examines the extent to which it has a discernible impact on corporate taxes. (See Quinn and Toyoda 2007 for a more detailed discussion of measuring global sentiment.)
Other domestic political economy factors are also taken into account. For instance, our empirical analysis incorporates the notion that the corporate sector has a strong preference for lower tax rates which suggests that the larger this sector, or the higher its concentration, in a closed economy (in terms of capital share), the lower the rate of taxation. However, with openness, we propose there is diminished concentration and a change in incentives whereby the domestic corporate sector seeks diversified portfolios internationally, reducing its ability and incentive to push for lower rates. We add as conditioning information political economy variables from other studies (see Hines and Summers, 2009; Loretz, 2008; and Plümper et al., 2009) .
The above issues present the picture of a complex interaction between financial and trade integration, strategic factors, global sentiment, and domestic political factors. They are interesting not only in terms of the broader assessment of the determinants of corporate tax rates and benefits and costs of financial globalization, but also specifically in terms of the design of corporate tax policy. They assume particular importance in the aftermath of the global crisis, which has led to a sharp increase in fiscal deficits and public debts, particularly in the advanced economies. The weak, or in some cases, worsening fiscal situation is leading in turn to a reappraisal of tax policies (and fiscal policies generally), with fierce political debates among the political elites of advanced industrial nations on which measures they should adopt to fill the large fiscal gaps.
The paper advances an analytical framework to explore these issues and deduces testable hypotheses for which extensive empirical tests are undertaken. Most of the existing analysis focuses primarily on advanced economies (see, for example, Basinger and Hallerberg, 2004; Plümper, Tröger, and Winner, 2009; Swank, 2006; and Swank and Steinmo, 2002) . In contrast, this paper uses panel estimation based on a large number of industrial, emerging market, and developing countries over the past five decades, a range of measures of both FG and tax revenues (to reflect the impact of changes in the tax base, allowances, etc.), as well as tax rate data from the IMF and PriceWaterhouse. The paper examines these issues across large groups of countries over different time periods, taking into account other standard determinants of corporate tax policy, including differential economic growth, investment, country size, and level of financial development. We also allow for parameter heterogeneity across country groupings (e.g., "tax havens" vs. nonbank center OECD nations).
The empirical results are consistent with some of the earlier findings, but also provide a significant number of new and important results:

Contrary to others, we find in general no negative relationship between the extent of country specific financial integration and corporate tax rates and revenues. Indeed, across some groups of OECD and non-OECD countries, an increase in FG is highly statistically significantly associated with a subsequent upward movement in corporate tax rates and revenues. At the same time, there is little evidence that overall greater global financial market integration leads to downward pressure on corporate tax rates.
We find evidence of "Stackelberg" type of leadership by the United Statesdeviations above the U.S. corporate tax rates appear not to be sustained over the longer term, but the precise relationship depends on the degree of country specific capital market integration. For the OECD countries, there is a clear indication that cuts in the tax rates by the United States under conditions of financial openness in the home country may increase the probability of home country cuts in the tax rates, whereas increases by the United States ameliorate the pressure for cuts.
We find that the greater the trade integration of an economy, other things given, the lower its statutory corporate tax rate.
 Global "sentiment" is seen to play a role in putting downward pressure on corporate rates (offsetting the impact of FG).
 Domestic political economy factors matter. In particular, high share of capital asset concentration in emerging market nations that are relatively closed is negatively and highly statistically significantly associated with lower tax rates.
The paper undertakes extensive analysis to explore the robustness of these findings and, concluding that they are robust, notes a range of channels through which these results might be explained and provides some complementary evidence.
The rest of the paper is organized as follows: Section II discusses policy issues relating to corporate taxation and the broader macroeconomic environment; Sections III and IV discuss the analytical framework and the testable hypotheses, taking into account existing studies. Data and methodology, and results are discussed in Sections V and VI, respectively; the last section concludes. Supplementary results are presented in appendices.
II. CORPORATE INCOME TAXES AND THE CURRENT MACROECONOMIC CONTEXT
The analysis of the impact of globalization on corporate taxes assumes special importance in the context of the recent sharp deterioration in the fiscal positions of many countries following the global crisis amid continuing competition for mobile capital. At the same time, decisions being taken regarding corporate income tax (CIT) rates in the current highly challenging budgetary environment bring into relief many of the strategic and political economy factors that are seen to impinge on corporate taxation (see discussion below, and studies by Hines and Summers, 2009; Loretz, 2008; and Plümper et al., 2009 ). In the past, these factors which include fiscal competition under budget rigidities, and equity considerations, have been seen to help explain the absence of a race to the bottom in capital taxation even as globalization proceeded. The conjunctural situation in the aftermath of the crisis presents a more complex dilemma.
The crisis hit particularly hard advanced economies whose gross public debt ratios are projected to average over 110 percent of GDP by end-2012, some 35 percentage points of GDP higher than before the crisis, and the highest since the second World War (IMF, 2010a), and continuing very high fiscal deficits.
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Many of these countries face historically high net and gross financing requirements, increasing pressure to find ways to reduce the large deficits and debt ratios. Fiscal policy has already shifted from supporting domestic demand to reducing deficits, with a significant number of advanced economies projected to at least have a declining deficit this year. Most advanced economies, with or without market pressure, are implementing or have announced consolidation plans.
However, it is striking that most of the consolidation plans focus on expenditure cuts, rather than revenue measures, and within the latter, there is no evidence that tax increases are planned to be broad based (IMF, 2010) . In particular, while increases in consumption taxes are being contemplated, the impact on direct taxes is much less, and so far there has not been a single case of CIT rates being raised. 3 This reflects in part the fact that side by side with the increase in deficits and debts is the concern about the weak economic recovery in many economies and the likelihood that potential growth may have declined. In view of that, there is even a consideration being given in several countries to reducing CIT rates to help spur investment activity, including by attracting foreign capital and growth.
In the United States, the "National Commission on Fiscal Responsibility" in its recommendations to cut the U.S. deficit proposed cutting the corporate tax rate (CTR) to 28 percent from the current 35 percent (while eliminating many loopholes, and moving the United States to a territorial system that would not tax profits generated overseas). In Japan and Canada, policy action on this front has already been taken. Japan's Prime Minister Kan proposed a reduction in CIT from 40 to 35 percent; Canada's Prime Minister Harper cut Canada's CTR to 16.5 percent, effective January 1, 2011.
Japan's cut comes despite the fact that it was particularly hard hit by the global crisis, and its already very high public debt ratios exploded further. At end-2010, Japan had a debt ratio exceeding 225 percent of GDP, the highest of any advanced or emerging market economy. At the same time, its general government deficit for 2009-10 averaged 10 percent of GDP. Given its fiscal position, illustrative analysis suggests that it would require an unprecedented adjustment of over 13 percent of GDP to reduce and stabilize the debt ratio at 200 percent of GDP by 2020. And yet, faced with such fiscal pressure, the government has announced this cut. This action was rationalized on the basis that Japanese companies compete not only with U.S. and European companies, but increasingly equally so with Chinese and Korean companies, which face much lower tax rates. 4 Thus, despite the fiscal straits, the competition for mobile capital is seen likely to put further pressure on CIT rates.
In addition to the role played by CIT directly, to the extent that emerging markets have been much less adversely affected by the global crisis and their domestic demand growth had been robust, this too is having an impact on discussions regarding CIT. In particular, there has been a sharp increase in the flow of foreign capital, both portfolio and direct investment, to these economies over the last few years, and projections are for these record flows to continue, given the expending domestic markets, high overall growth, and high returns to capital. The impact on FDI flows of these positive developments in emerging markets, which predate the global crisis but have become accentuated since then, is notable. It is estimated that over the next two years, at least a quarter of net profits of U.S. Standard & Poor's 500 companies will come from emerging market operations (and around half are projected to come from all overseas operations. In terms of the actual FDI flows, the example of India is striking but not unique: total foreign direct investment to India has risen from around $8 billion in the two years before the global crisis, to nearly $37 billion in 2009-10, and is projected to rise further. In this environment, it is not surprising that there will be an increasing focus on the role that CIT can play in increasing global competitiveness and reducing outflows or stimulating inflows.
Despite these pending cuts, the evidence for the impact of CIT rates on overall GDP growth is mixed, although the corporate tax rate has been seen to be an important determinant of locational decisions (see below).
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While results vary across studies (OECD, 2010) , some recent analysis by the authors suggests that corporate tax revenues (as percent of GDP) are not significantly related to subsequent growth. For instance, in a fairly general specification that takes into account a variety of robust determinants of growth, the lagged CT variable has a coefficient of -0.31 but a t-statistic of only 0.6. While this result raises a number of broader issues relating to the role of CIT in influencing aggregate investment and growth, it is also consistent with the role that strategic and political economy factors play in determining the CIT regime in any given country.
III. FINANCIAL GLOBALIZATION, POLITICAL ECONOMY FACTORS, AND CORPORATE TAX RATES
We review four strands of literature on the determinants of corporate tax rates drawn from several social science fields. These are open-economy macro-models, empirical studies of tax revenue, models incorporating strategic behavior of governments, and the "diffusion" of regulatory policies literature.
A. "Open Economy Macroeconomics" and the "Race to the Bottom"
Racing to the bottom?
Consider first the basic null hypothesis relating to the relationship between financial globalization and CIT rates: that financial globalization and likely globalization in general, leads to lower tax rates on mobile factors of production, reflecting increased competition and the ability of multinational corporations to shift profits through transfer pricing. This hypothesis is derived from one important strand in the existing literature on globalization: that related to multinational activity and corporate taxation (see Tanzi, 1995; Genschel, 2001; Hines, 2005; . Devereux (2008) puts this competitive argument succinctly when he argues that "the continuing fall in statutory and effective rates of corporation tax in OECD and EU countries is consistent with increasing levels of competition between countries over mobile firms, capital, and profit." He argues that as globalization proceeds further, countries become more open, and transportation and communication costs fall, "it seems likely that rates will also continue to fall."
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The hypothesis is premised on the notion that financial globalization provides increased room for international tax arbitrage. This is particularly so given the evidence of relatively high elasticity of corporate investment decisions to tax rates (Hassett and Hubbard, 2001) . It thus suggests that, in the face of increasing global competition in business, with companies moving to countries or jurisdictions with lower taxation on corporate activity, there would be a "race to the bottom" in corporate tax rates. In addition, the growing use of electronic commerce, intra-company trade, and off-shore financial centers is making it difficult to monitor corporate activity and profits, which is likely to tempt governments to lower the statutory rates, and which directly as well as indirectly can have adverse consequences for tax revenues.
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The resultant pressures are expected over time to lead to decreased taxation of more mobile factors and, presumably, increased taxation of less mobile factors.
Top corporate tax rates worldwide, indeed, have been declining over the past thirty years. This is illustrated by Figure 1, Figure 1 that many of these countries in Asia and Latin America have also seen a lowering of corporate tax rates. Hines (2005) argues that the decline in statutory CIT rates during the 1980s and 1990s supports the premise that mobile capital received favorable tax treatment as a result of tax competition. In support, he highlights two facts: (1) the average effective foreign tax rates of U.S. multinationals firms fell by almost half over this period (from 43 percent in 1982 to 26 percent in 1999); and (2) while small countries taxed corporate income at significantly lower rates than larger ones in the early 1980s, there was no substantial difference between small and large countries "implying that large countries set their tax rates in response to the same competitive pressures that small countries have always faced." Hines (op. cit.) Devereux et al. (2007) investigate whether the OECD countries compete with each other over corporation taxes, and whether such competition can explain the fall in statutory tax rates during 1980s and 1990s. They find, however, the decline in the statutory rates is consistent with their theoretical model's prediction of a decline in the equilibrium rates, and is almost entirely explained by the more intense competition following the relaxation of capital controls. Hines and Summers (2009) argue that globalization increases financial pressures on governments by increasing the demand for government spending while making it more costly to raise tax revenue. In particular, countries with small open economies have relatively mobile tax bases, and rely less on corporate and personal taxes than do other countries. Intriguingly, they show that other things given the smaller the population, the smaller the ratio of personal and corporate income tax collections to total tax revenues. They conclude that "since the rapid pace of globalization implies that all countries are becoming small open economies, the use of expenditure taxes is likely to increase, posing challenges to governments concerned about recent changes in income distribution."
Racing to raise revenues?
Open economy macro theory and falling rates notwithstanding, revenues from corporate taxation have risen steadily over 30 years. The trend in corporate tax revenues is also observed in emerging market economies, where relative to the total, corporate taxes account for almost 20 percent of total tax revenue, the highest ever recorded.
Here it is worth noting that a key study by Quinn (1997) had found that capital account liberalization was associated with increasing corporate tax revenues, and not with the erosion of the tax base. He also did not find that corporate tax arbitrage particularly affects governments in emerging markets. Krogstrup (2008) , using Quinn's capital account liberalization index, also finds that capital taxes are positively correlated with capital account liberalization. In another recent study, Dreher (2006) , utilizing a wide range of indicators of globalization which are generally substantially correlated, found that over the period 1970 to 2000 in the OECD countries, taxes on capital are seen to significantly increase with globalization. This result is shown to be robust across a range of dynamic specifications.
The combination of declining statutory and effective corporate tax rates, particularly in the industrial countries, and high corporate tax revenues can be explained in a number of different ways (see . First, the corporate tax base has been broadened as a result of reduction of exemptions. 9 Second, corporate tax revenues are highly cyclical and had been boosted by the strong global growth and record-high profits prior to the global crisis. Third, the apparent increased volatility of profits coupled with imperfect loss offset provisions, could also boost corporate tax collection. Fourth, the shift from personal income to corporate taxes may also have boosted corporate tax revenue. In the EU countries, lower corporate taxes are reckoned to increase the corporate tax base by encouraging small businesses to incorporate, which shifts tax revenues from personal to corporate income tax. A similar impact would be observed as a result of shift from debt to equity financing.
Moreover, given the predictions from the early open economy macromodels, a pressing question has been why rates haven't moved even lower, perhaps even to zero. Addressing the discrepancy between theory and evidence in a paper entitled "Why is there No Race to the Bottom in Capital Taxation? " Plümper, Troeger, and Winner (2009) argue that fiscal rules and equity norms (measured by Gini coefficients) put upward pressure on effective capital taxation, in terms of both rates and revenue. While "tax competition" does cause some shifting of tax burdens to less mobile factors, fiscal rules and social fairness norms can be important determining factors. Their model treats the outcome of tax competition as one argument in the government's utility function, the others being public expenditure and tax equity. While tax competition causes a reduction in taxes on mobile capital and an increase in the tax rates on relatively immobile labor, taxes are affected by budget constraints. Governments that are least restricted by such constraints and equity norms cut tax rates to levels slightly below the lowest tax rates of those countries, in which governments are more constrained.
Other studies offer related findings. Cao (2010) emphasizes the role of constraints that prevent policymakers from adopting optimal capital tax rates and notes the importance of domestic political institutions, such as the number of veto players, the nature of partisan politics, the strength of the labor union and corporatist decision making, and characteristics of the electoral system in influencing capital taxation. He concludes that there is sufficient evidence to suggest that CIT rates reflect both conditions at the domestic level and strategic interactions at the international level. Hays (2003) finds that majoritarian versus consensual political institutions influence tax rate policies. These studies are consistent with the "system of constraints" results in Swank and Steinmo (2002) as well as with the "tournament" model in Basinger and Hallerberg (2004) .
Hence, an alternative approach can be mapped from several separate strands of literature and a number of empirical studies (see Garrett, 1995; Quinn op.cit.; Swank, 2001; and Dreher, 2006) . These suggest that the relationship between the change in the degree of FG and corporate tax rates need not be negative, and certainly not monotonic. Thus, while as shown above, the trend toward a decline in capital tax rates globally is unmistakable, there is a broad range of other factors that have a bearing on the corporate tax rates, which after all primarily affect economic behavior of domestic agents as they respond to the incentives that tax creates. In addition, provision of services financed by taxation, including public investment and a number of aspects related to policy credibility and signaling can also be important. Once these aspects are taken into consideration, it is not evident that the alternate support would be rejected.
Rates and revenues: No race?
There are a number of specific elements that lead to an expectation of support for the alternate approach that increased financial integration is not necessarily associated with either declining rates or revenues. First, there is abundant evidence that despite the increasing flexibility of production, it is often quite costly to move physical assets across countries. Hence, higher corporate tax rates in one jurisdiction does not automatically mean that location of production will be shifted or that there will be a tendency to lower tax rates to attract activity. Second, capital flows to places where it makes profits, not where its costs or any particular element of costs such as taxes are lowest. Companies take into account the services provided by the host country's public sector (such as infrastructure, public administration, and law enforcement) and financed by tax revenues, as well as the macroeconomic and political stability (Steward and Webb, 2006) . What is more important than the tax burden alone is the balance of these costs and benefits. Third, and relatedly, corporate employees also tend to give importance to the cost and quality of publicly provided services, including education and health care. If higher tax costs are associated with improved services, this may not necessarily lead to a pressure to reallocate to other tax jurisdiction, with lower quality of publicly provided services.
The notion of a rather simple relationship between financial globalization and CIT rates is particularly open to question in light of some evidence relating to strategic considerations in setting CIT rates. Assuming an oligopolistic type of environment, the role of a "Stackelberg" leader, possibly a major trading partner or the United States as the largest economy, is potentially important. The idea is that the CIT rate in the "leader" country is a key element in the rate determination by the "follower" country a la Stackelberg (Swank, 2006; Swank and Steinmo, 2002; Tanzi, 1996.) . The issue then becomes the extent to which, other things given, deviations above U.S. corporate tax rates can be sustained over any appreciable period of time and whether governments will chose to maintain rates below the United States. We explore this in the next section.
B. Globalization and Strategic Considerations
Regarding strategic decision making, Kempf and Rota-Graziosi (2010) develop a model where tax-setting is endogenous, and show that tax rates are higher when countries move sequentially than when they move simultaneously. They generalize the assumption made by Baldwin and Krugman (2004) regarding Stackelberg leadership-that the larger country or the core country behaves as a leader. The latter finds support in studies by Altshuler and Goodspeed (2002) that showed that European countries follow the United States when they set their tax rate. In the case of European countries, specifically Devereux et al., (2007) shows that large countries behave as the leaders. Loretz (2008) also emphasizes the role of increasing tax competition in an environment of increased globalization affecting the whole structure of taxation. He argues that the decline in corporate tax rates over the past two decades was accompanied by tax base broadening and a comparable reduction in personal income tax (PIT) rates early on in the period. He shows that increasing tax competition has induced a shift towards consumption taxes even while taxes on mobile factors are reduced.
A key assumption of most of this literature is one of U.S. leadership. A second assumption is that the leader's tax policies are set exogenously (Kempf and Rota-Graziosi, 2010 , is an exception.)
The first assumption-U.S. leadership-will be explored explicitly below. The second assumption can be considered sound, given the legislative history of the two major revisions of capital and corporate taxation, the 1981 Economic Recovery Act, and Tax Reform Act of 1986 (the latter reduced the U.S. top corporate statutory rate from 50 percent to 35 percent). Both of these acts came under the Reagan administration, and were rooted in shifting beliefs about the efficacy of high levels of corporate and capital taxation, and not in pressures from outside the United States (Berman and Pagnucco, 2010; Boskin, 1996; Davies, 1986) . A further contributor to changes in U.S. tax policy has been the lobbying and campaign contribution activities of U.S. domestic firms (Quinn and Shapiro, 1991; Richter, Samphantharak, and Timmons, 2009 ). Desai and Dharmapla (2010) note that "strong fence" corporate tax policy in the United States has been largely impervious to international trends in the corporate tax policies in other countries. U.S. tax policy also provides incentives for larger countries at least to maintain some taxation of corporate income. The United States taxes its firms on a "worldwide" basis in which residents (firms and individuals) are taxed on all income, whether derived abroad or at home. (see Joint Committee on Taxation, 2008, pp. 3-5, for a discussion of the features of U.S. corporate tax law.) Income earned abroad is not taxed until the income is repatriated home. When repatriated, this income is not double-taxed in that U.S. firms are able to claim credit for income taxes paid to other countries. This has provided an incentive for important economic partners to maintain some taxation of corporate income: e.g., income earned by U.S. firms in Germany is taxed at 35 percent by the United States, less the taxes paid to Germany. Germany, by cutting its tax rates to below those of the United States, simply provides increased revenues to the U.S. Treasury.
Given the strategic aspects of global tax policies, tax policies will likely vary systematically by type of economy. Of particular note regarding corporate tax policies are countries widely referred to as "tax havens" (see Gravelle 2010 for an extensive review and discussion of the policies of tax havens and their consequences for other countries). U.S. firms have "parked" roughly $1 trillion in "stranded profits" in tax havens (Drucker, 2011) . Gravelle (2010, p. 3) provides a list of countries widely considered to be tax havens, and we use the list to define "banking centers." 10 Corporate taxation in economies based on oil exports is likely to show a different evolution from OECD economies, given the strategic incentives facing those governments. Aizenman and Jinarak (2009) demonstrate that lower income countries with weaker government capabilities have incentives to tap different revenue streams from wealthier emerging market countries with stronger fiscal capabilities. We explore below whether lower income and higher income emerging market economies demonstrate differing determinants of corporate tax policies.
Globalization and Elite Incentives
The role of domestic political economy factors needs to be taken into account in our exploration. Since we are examining the average (statutory) corporate tax rate, and not the effective rate faced by foreign multinationals, the bulk of the impact of any given CIT burden is felt by the domestic corporate sector (although of course at the margin it would affect the competitive challenge from external capital inflows). The size of the domestic corporate base (relative to labor) and the extent to which the domestic corporate structure is concentrated and hence facilitates organizing for lower rates, would likely be important. This is in contrast to an assumption in the open economy macromodels of corporate taxation, which is that, in a closed economy, governments are able to tax capital and corporate income at very high rates precisely because of domestic political economy arrangements. Holders of capital are generally assumed to be less numerous than holders of labor, and to be outvoted in the closed economy case. Democracies will generally tax capital income at high rates under conditions of financial and economic closure (see, fore xample the models in Boix, 2003, Chapter 2).
Elites who own and manage corporations, however, have a strong incentive to resist high rates of capital and corporate taxation. Insofar as tax policy can be considered to have "public goods" properties, the logic of collective action will apply. In this closed economy context, when capital asset ownership is concentrated, elites are likely to be more successful in organizing to resist higher rates of capital taxation. In the context of diffuse asset ownership in a closed economy, in contrast, the elites are less likely to be able to organize, and tax rates are likely to be higher.
With economic openness, especially financial openness, elite incentives regarding tax policy change. Modern portfolio theory proposes that an internationally diversified portfolio with asset holders holding small stakes in many types of assets produces long-run economic gain. Liberalizing capital account flows helps these domestic capital owners create internationally diversified portfolios, but it also lessens their ability (or perhaps even their willingness) to organize to influence domestic tax policy. These capital owners then also confront global tax rates on their new portfolios that they cannot begin to organize to influence.
Elites in a closed economy case are therefore holders of an undiversified investment portfolio, with undiversified political risk. The greater the concentration of capital asset ownership, therefore, the more likely it is that the holders of this undiversified economic and political portfolio are able to organize successfully to influence the terms of taxation. Concentrated elites are better able to organize to use "voice" to reduce tax rates. However, post-liberalization elites are able to form international diversified portfolios, and have the ability to diversify their domestic political risk. In this context, "exit" becomes the main vehicle for influencing tax policy. (See Freeman and Quinn 2012 for an extended discussion of elite incentives in open and closed economies.)
In these ways, financial globalization potentially has much more complex effects on corporate taxation. For one, the "identity" of holders of domestic assets changes; both international and native elites hold assets. And international investors holding diversified portfolios are likely to be less responsive to domestic tax policies than the undiversified domestic holders of specific assets in closed economies. Asset concentration, therefore, will have an effect on the corporate tax rate conditioned on financial globalization.
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A related issue is the extent to which rising firm profitability from financial globalization could allow governments to actually raise tax rates without any pronounced deleterious effects on competitiveness. Numerous studies have documented that economic integration is associated with increasing firm profitability (see Lorentz, 2008 , for a review).
C. Diffusion of Ideas
A plethora of recent papers show international economic reforms spread among countries. Among recent works on the diffusion of ideas and international economic reforms are Cao, 2010; Chwieroth, 2007 and Henisz, Zelner, and Guillen, 2005; Quinn and Toyoda, 2007; and Swank, 2006 (see Dobbin, Garrett, and Simmons 2006 for a review).
There is an important dimension related to diffusion of global "sentiment" with regard to the role of markets versus governments that is likely to influence tax policy. Loretz (2008) The core underpinning of the open economy macro models of capital and corporate taxation has been that the mobility of factors influences the tax rates. If tax rates on relatively immobile factors (i.e., people) track similarly to tax rates on mobile factors (i.e., capital), forces beyond factor mobility are likely at work. Ideas about the relative merits of markets and governments in allocating resources are such a force. See Loretz (2008) , Quinn and Toyoda (2007) , and Swank (2006) for related arguments.
To the extent that the collapse of the Soviet Union led to a rejection of the extreme form of socialism and recognition of the importance of markets, there would be an expectation that the very high CIT regime associated with that socialist political economy framework would also be discredited. To take this factor into account, it is particularly important to have as broad a sample of advanced, emerging market and developing countries as possible, and to have indicators of public sentiment in the analyses.
IV. HYPOTHESES
Based on the above analytical considerations and existing evidence, we empirically investigate the following:
Our main hypothesis is that strategic considerations plays a key role, and the degree of FG interacts with this strategic aspect: for a given FG, governments with rates above the U.S. rate tend to cut rates, and governments with rates below the U.S. rate tend to raise rates.
H1 Home countries tax rates are set conditionally on the US corporate tax rate, with governments with rates above the US rate tending to cut rates, and governments with rates below the US rate tending to raise rates
Our main null hypothesis (H1) is that home country tax rates are influenced by financial globalization at home and abroad. But contrary to some existing studies, we postulate that with global financial integration comes higher corporate profits and increased incentives for governments to maintain or (depending on US rates) raise corporate tax rates.
H2 Global financial openness will be associated with increasing corporate profitability and increased rates of profit taxation.
The overall relationship between domestic CTI, and globalization thus depends on a complex of factors including the degree of a country specific financial integration, overall financial globalization, U.S. (or dominant partner country) tax rates, and a variety of other global and political economy factors. With regard to trade openness, we postulate an inverse relationship with the degree of openness and CT rates.
H3 Increasing trade integration is associated with subsequently decreasing Corporate tax rates.
In terms of the conditioning variables, it is expected that the larger the share of the corporate sector (and the higher the asset concentration in the economy) in closed economies, the lower the rates. And public sentiment and public opinion also influences corporate tax rates: as preferences for increased equity and increased support for left-ideology increase, corporate tax rates increase.
V. DATA AND MEASURES, AND METHODOLOGY

A. Data and Measures
Corporate tax rates and corporate tax revenues. We construct a panel with central government and general government tax rates. For central government tax rates, we have 4,337 observations for 141 countries in a strongly unbalanced panel. Matching these data to other data, we have useable data for 94 countries starting as early as 1953 and ending in 2009. The corporate tax revenue as percent of GDP has 2,048 observations, with no useable observations prior to 1980 and ending in 2009. Both series are affected by frequent gaps from year to year in the data.
The sources for the data are internal IMF sources from the Fiscal Affairs Department, the OECD Corporate Tax Database (II.1), annual corporate tax surveys from PriceWaterhouseCooper, Ernst and Young, and the University of Michigan Tax Center. The data for government revenues as a percentage of GDP comes in part from the IMF's Government Finance Statistics (GFS) Database. An important gap in the data is occasioned by the divergence in accounting methods used in the 1986 and 2001 GFS revisions.
To offset data limitation and data error, we use 5-year annual panels. The panels are strongly unbalanced. We have 573 5-year averaged panels for up to 94 countries. Appendix Table 3 lists the countries in the investigation and the categorizations we use.
Asset Concentration and Inequality. Rodriguez and Ortega (2006) create a variable they term "capital share" from United Nations Industrial Organization (UNIDO) survey data of manufacturing firms worldwide. Capital share is computed as 1 minus the ratio of wages paid to employees by the firm value added. This indicator is used in Houle (2009) as a measure of income inequality, but we use it here as an indicator of capital asset concentration in an economy. We use Version 2 of the UNIDO data. The capital share data do have some important limitations.
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Of particular note is that the sample size of the firms responding to the survey varies markedly within country from year to year in some countries. We also use Gini coefficients with "Dollar Kraay" adjustments (Dollar and Kraay, 2002) to explore the role of inequality in taxation. Plϋmper et al. (2009) use a pre-tax indicator of inequality, which is unavailable for most countries in the sample, so the results between their study and this will not be strictly comparable.
Economic Data. We use Penn World Tables for domestic economic variables, including
12 Some methodological issues discussed in Rodriguez and Ortega (2006) include measurement error and national differences in reporting. Since capital share (CS) is taken as CS =[1-(Wages and Salaries/Value Added)], and since it is computed from surveys of larger incorporated firms, countries with large informal sectors or many smaller business will, through data omission on wage data, have larger capital shares (since the wages paid in the informal sector and in small businesses will be credited to the capital share). Many advanced economies also report fringe benefits and other forms of compensation as wages, which further decrease their capital share. A second issue that Rodriguez and Ortega consider is that developing countries have stronger agrarian sectors, which are not considered in the industrial surveys. A third issue is that emerging market countries, while having fewer incorporated firms and larger agrarian sectors, also have firms that exhibit lower labor productivity, which translates into lower wages (and higher capital shares). growth, income per capita (ppp adjusted), population growth, trade openness, investment share, and government share of economy. We use, as a measure of financial development, a nation's liquidity (M3) as a percentage of GDP from IMF sources, using updates of Beck, Demirguc-Kunt, and Levine (2000) .
Financial Globalization. We use de facto and de jure measures of international financial integrations. For the de facto indicators, we use the data on international financial assets (LogAssets-outward FDI and portfolio flows as percent of GDP) and international financial liabilities (LogLiabilities-inward FDI and portfolio flows as percent of GDP) from Lane and Milesi-Ferretti (2007) . These indicators, when summed, produce TOTAL. We operationalize de facto international financial regulation (CAPITAL) as an indicator in change in international financial openness or closure, which is described in Quinn (1997) , and Quinn and Toyoda (2007) . CAPITAL is the main element of capital account openness created from the text published in the annual AREAER volume that reports laws used to govern international financial transactions. These indicators take a different approach in creating an index for a government's policy stance toward capital account liberalization and financial current account liberalization by offering a measure not only for the existence (absence) of restrictions but also for the severity or magnitude of those restrictions. Data for up to 122 countries through 2007 are available. GlobalCAPITAL is the world average of capital account openness net of the home country's contribution to the indicator. Quinn and Toyoda (2007) to measure global policy sentiment. We include data only from countries where all parties, including the CP (or a renamed subsidiary) have been free to compete in secret balloting from 1949-52 through 2006.
Ideology and Voter Sentiment. We operationalize global anti-capitalist ideology by using the percentage of votes across countries garnered by Communist Parties (hereafter "CP votes"). This indicator is used in
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There are 23 such countries in the data set. 14 The indicator captures the extent to which voters worldwide have ideological preferences for higher taxes on corporate and capital income (see also Baisinger and Hallerberg, 2004 , on the role of ideology). 13 The data are provided in an appendix available from Quinn, but have some limitations: (1) The German CP was banned for 10 years in the late 1950s and early 1960s. Germany's data are therefore excluded. (2) CPs frequently joined in alliance with other parties. Where, as in the case of Finland in 1991 and 1995, the CP is the dominant partner (of the Left-Wing Alliance), the Left-Wing Alliance's total votes are entered as CP votes. Italy in 1948 and Denmark (Unity List) are treated that way. In other cases, such as Sri Lanka where the CP is a junior partner in the People's Alliance, the CP vote total is entered as zero. The CP of the Netherlands (Green Left) is treated this way. (3) CPs frequently fissure. Where the resulting parties describe themselves as loyal to Marxist-Leninist theory, the vote totals are summed. This is the case for India, where the CP of India (proSoviet) and the CP-Marxist (pro-Chinese) split in 1964. In Israel, Maki and Rakah are summed. Hadash is treated as the successor party. (4) A few CPs, notably the Vansterpartiet in Sweden and Italy's CP, which was the largest and most successful one in Western Europe, have gradually broken with Leninism (see their history at http://www.vansterpartiet.se/ and http://www.fact-index.com/i/it/italian_communist_party.html.). For the purposes of this paper, they are treated as being a CP.
B. Models and Methods
Since we are interested in exploring the separate and joint effects of financial globalization and tax competition on corporate tax rates, pooled, cross-section, and time-series (PCSTS) models are useful in evaluating the question of why, over time, some countries changed tax policies and had changing receipts. That is, the variation in the dependent variables comes from both the dynamic and cross-sectional factors.
By including lagged levels of the dependent variable, we no longer include country fixed effects in the model (as the inclusion of fixed effects induces serial correlation in these models, presumably because of the correlation between the fixed effects and the lagged dependent variables). These specifications are 5-year non-overlapping models, with the units denoted by i=1,2,...,x and the index s representing 5-year intervals, starting at 1955-59 and continuing onward. This means, for instance, that Corporate Tax Rates i,s for the s=1985-1989 period is analyzed using data from s-1=1980-84 period.
OLS estimations, while useful in exploring the structure of the relationships, are potentially plagued by several methodological problems including (1) unknown forms of heteroskedastic errors; and (2) hard-to-observe persistence in explanatory variables that is correlated with the error term. Furthermore, the relationships between corporate tax rates and other variables are potentially endogenous. Five-year lagged averages in variables attenuate, but do not eliminate, the possible bias.
To address both the persistence problem-possible correlation between the endogenous variables and the error term-we use GMM-system estimation, which is a form of IV regression. This method is due to Arellano and Bover (1995) and Blundell and Bond (1998) . An advantage of the use the GMM system estimation in a setting with extensive measurement error is that valid instruments (assessed through the Sargan test) reduce measurement error.
Our GMM system design includes an additional transformation of the right-hand side variables. The tax rates and tax revenues variables, and right-hand side variables as well, exhibit persistence over time, a persistence that is exaggerated by 5-year averaging. The same is true of the lags of the endogenous variables. The persistence in these variables could make them correlated with the error term. This would produce biased estimates. We therefore difference these variables. Finally, note that in GMM estimation, the absence of serial correlation in the main model is indicated by negative, statistically significant first order AB m1 test, combined with no statistical significance on the AB m2 test (Doornik and Hendry, 2001, p. 69) .
With the differencing transformation, additional conditioning information (controls) and allowance for persistence, the GMM-system model for corporate taxation (1) is
CTR i,s = ß 0 + ß 1 (CTR i,s-1 ) + ß 2 (Economic Growth i,s-1 ) + ß 3 (Income i,s-1 ) +ß 4 (Investment i,s-1 ) + ß 5 (Trade Openness i,s-1 ) + ß 6 (Communist Party Vote Share j-i,s-1 ) + ß 7 (Global Capital Account Openness) j-i,s-1 + ß 8 (Capital Openness) i,s-1 + ß 9 (EU Membership) i,s-1 (1)
To the model, we add indicators of a country's tax rate compared to the U.S. tax rate, or ß10(homeCTR-USCTR i,s-1 ) + ß 11 . The specification allows for the relationship between the home country tax rate and the U.S. rate to be quadratic.
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To achieve serially uncorrelated residuals, a second lag of the dependent variable is included where necessary [ß 2' (CTR i, ].
The (internal) instruments for the lagged endogenous variables in (1) are the third lags of the levels of the lagged endogenous variables, and the second lag of the differences of the lagged endogenous variables.
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The global variables are treated as being exogenous.
We explicitly allow for parameter heterogeneity in the models. Countries with different "strategic" incentives are likely to behave accordingly. Countries that are "tax havens" and countries with oil as the main commodity are likely to have tax policies strikingly different from other countries. We also allow for OECD and non-OECD countries to have different parameter estimates. A further refinement is to divide the non-OECD, non-oil, nonbanking countries into lower income and higher income countries (for this draft). A natural breakpoint in the data is the gap between Haiti and Thailand in 1970. Countries with incomes of $1750 (2006 U.S. dollars chain-indexed) per capita and below are grouped with Haiti as lowincome countries. Figures 4 to 8) . For these scatterplots, the y-axis is a country's change in its corporate tax rate in period s (e.g., 2005-09); the x-axis is the home country's tax rate in the prior s-1 period (2000-04, e.g.) minus the U.S. CTR in the same prior period, s-1. Figure 4 plots the data for all countries for all years; the remaining figures show the decade by decade evolution of the plots: Figure 5 , 1970-79; Figure 6, 1980-89; Figure 7, 1990-99; and Figure 8, 2000-09. Our core expectation is that, for any given degree of FG, countries over time will respond to the U.S. tax rate in a revenue maximizing manner. An implication is that most countries will be clustered in either the northwest or the southeast quadrants: countries with rates below the U.S. that are subsequently raising rates (NW) and countries with rates above the U.S. rate that are subsequently cutting rates (SE). Figure 4 shows that a moderately strong unconditional correlation over time with the core hypothesis, with most countries aligned NW to SE.
VI. RESULTS
Scatterplots begin our empirics (see
In the early periods of the sample, substantial numbers of countries that were below the U.S. rates subsequently raised them. By the end period, 2000-09, no country occupied the northeast quadrant-taxes higher than the United States' subsequently raising them. A significant number of countries occupied the southwest quadrant in 2000-09-rates below the United States' and decreasing subsequently. The dominant trends are countries to clustered around the U.S. rates in something of a quadratic relationship (-X + -X-squared). Over time, the dominant pattern in the data is the move from the northwest (below the U.S. rate and subsequently raising) to southeast (above the U.S. rates and dropping).
To better understand the panel structure of the data, we use factor analysis to identify underlying components or factors that explain the pattern of correlations in a data set. Once the number of components or factors is established, factor analysis allows us to identify which variables in a data set are correlated with which factors, and how strongly.
Tables 1a and 1b report the results of our factor analyses of the corporate tax rate regressors and regressands. Table 1a uses the basic regressors from Model 1; Table 1b includes additional regressors representing international financial integration and financial development, though the inclusion of the additional variables leads to a 45-percent reduction in the numbers of observations and an omission of the period before 1975. Four wellidentified underlying variables or factors account for roughly 70 percent the variance in the data in both Tables 1a and 1b. In Table 1a , Corporate Tax Rates load negatively on the first and third factors, which account for 28 percent and 10.8 percent of the variance in the data, respectively. Corporate tax rates load positively, along with Communist Party Vote shares and in opposition to Global Capital Openness on the first factor, and load negatively, in contrast to trade openness, in the third. In Table 1b , which contains a broad range of data, Corporate Tax Rates load negatively on the second factor, which accounts for 19 percent of the panel variance, and does so against Trade Openness, Inward Investment (Liabilities), and Outward Investment (Assets). Communist Party Vote Shares and Global Capital Openness load positively and negatively on a single factor as a high level (>.9).
The results of the factor analyses are that corporate tax rates are part of an underlying variable representing facets of international integration, and that the relationship of higher taxes in this underlying variable with other processes of international integration is negative. Further, corporate tax rates are linked, in Table 1 , both to global financial openness (negatively) and to public sentiment about those flows.
An implication of the factor analyses is that causal relationships between variables representing forces of international integration and corporate tax rates cannot easily be assessed. The variables representing economic integration and corporate tax rates are, as evidenced, different facets of a common underlying variable at a point in time.
To examine possible causal relationships, we estimate GMM_System Model (1) above, and report the results in Table 2 . This table reports a base model in which some basic regressors are entered. Models for the full sample and for the OECD and non-OECD nations are estimated. The GMM_system estimations exhibit good statistical properties, but the OLS Model (3) is plagued by serial correlation. Random effects and fixed effects give substantively similar results in the full sample (Models 1 and 2, respectively) , but the fixed effects models have relatively few observations per instrument, and we will focus in this investigation on the random effects models. Models for the OECD and non-OECD countries show some significant parameter heterogeneity, especially regarding the effects of trade integration; the effects of entry into the EU (new accession countries have lower corporate tax rates than older countries) also differ.
What is common in the results is a strong and highly statistically significant positive coefficient on our indicator of global ideological sentiment. As the vote share of the world's communist party decreased (increased) by 1 percent, corporate tax rates subsequently decreased (increased) by 3-5 percent. Given the roughly 4½ point drop in communist party voting, the corresponding estimated drop in tax rates is in the 14-22 percent range.
Another result common across the models is the positive and highly statistically significant coefficient on global capital account openness. We argued earlier that increasing profit opportunities from global economic integration is likely to provide an incentive to countries to increase the tax rate on the resulting profits. This effect is substantively smaller than the ideology effect: a move from the lowest values of global capital account openness to the highest levels translates into a 6-12 percent increase in corporate tax rates. The home country capital account openness indicator is only statistically significant in the OLS estimates, which are contaminated by serial correlation. Table 3 further explores parameter heterogeneity by dividing the samples into five groups: nonbanking OECD countries, wealthier emerging market countries, low-income emerging market countries, oil exporters, and banking centers. Sample shrinkage induces inefficiency in the estimates, but a comparison of the parameter estimates suggests that oil producers and banking center countries have processes that differ from the other groupings. Table 4 explicitly tests the hypothesis that countries respond to the U.S. tax rate using the country groupings from Table 3 . Given the evidence in the scatterplots of a possible quadratic relationship between home country tax rates and the U.S. tax rate, we allow for the relationship to be quadratic by estimating the models with home-U.S. and home-U.S.-squared variables.
The parameter estimates differ across the groupings. Because of the complexity of the relationship and the need to extract the covariances to calculate the standard errors, the results of Table 4 are presented in Figure 9 . 17 The dashed lines are the marginal effects of the home vs U.S. rate given by the parameter estimates (home-U.S. and home-U.S.-squared). The solid lines are the marginal effects that are statistically significant at the .05 level and beyond, once the covariance of X and X-squared are accounted for.
The pattern of the main part of the relationship is found in the northwest and southeast quadrants, which was also the relationship found in the scatter plots. The statistically significant part of the relationships differs, however, across the sample. For the nonbanking OECD countries, large gaps above the U.S. corporate tax rate result in a subsequent drop. For example, a country (e.g., Sweden) with rates 20 points higher than the United States would be predicted to drop by 8 points over the United States in the subsequent period. There is modest scope for countries under the U.S. rate to increase in the subsequent period, though modestly. A country 15 points below the U.S. rate would be predicted to increase in the subsequent period by roughly 5 points. For emerging market nations, the curve accelerates down faster above the U.S. rate. For lower-income countries, only in ranges substantially below the U.S. rate is there any estimated effect. For many developing countries, capital income is one of the few tangible sources of government income.
Banking center countries have an estimated line mostly below zero. They do not raise taxes above the U.S. rate, though the line is not statistically significant in the ranges observed. Table 5 explores the relationship between the share of corporate sector in value added and corporate taxes in an environment of financial globalization. Because of data limitation, the results of Table 5 cannot be compared strictly to the results of Table 4 -the capital share data is too sparse for the oil, banking center, and lower-income countries. The models are full sample (1 and 2), non-OECD countries (3 and 4), and OECD countries (5 and 6). Interactions between capital account openness and capital share are estimated in Models 2 (full sample), 4 (non-OECD), and 6 (OECD). Importantly, the results in Table 5 account for the increasing inflows of nonresident investment (international liabilities) and outflows of resident investment (international assets) in the analysis.
OECD and non-OECD countries differ markedly in the parameter estimates. Among OECD, higher levels of the share of the corporate sector in a country's value added are associated with increasing corporate taxation (Model 5). We also investigated the extent to which the impact of capital share might be modified depending on international financial integration. However, the interaction term between capital share and capital account openness is not statistically significant. As an experiment, the impact of inequality on corporate taxation was also examined (for a measure of inequality, we used Gini coefficients with Dollar Kraay adjustments). The beta coefficient on the Gini was found to be positive and statistically significant beyond the .05 level (the model is not reported to save space). Thus among the OECD countries, higher levels of inequality or the share of corporate valued added in an economy are associated with higher levels of taxation.
In contrast, in non-OECD countries, we see a statistically significant negative association between corporate value added in an economy and corporate tax rates, but the effect is relatively modest (Model 3). In a closed economy, a 10-point increase in capital share is associated with a 2-percent decrease in the corporate tax rates. But as a non-OECD economy becomes more financially open, the marginal effects of capital share diminish and turn positive. The statistically significant negative marginal effects of capital share are found only in the 0-55 range (out of 100) for capital account openness. In contrast, for a completely open emerging market economy (capital = 100), the marginal effect of an increase in the corporate value added in the economy is positive and statistically significant, though modest: a 10-percent increase in corporate value added is associated with a subsequent 0.7-percent increase in the tax rates.
VII. CONCLUSIONS
This paper has provided detailed empirical analysis of the impact of globalization on CT rates, particularly of financial integration, taking into account strategic considerations and a variety of other global and domestic political economy factors. The analysis, based on a unique and comprehensive sample of advanced, emerging, and low-income economies over the past five decades yields the following key results:

There is no negative relationship between the extent of FG and corporate tax rates and revenues. Indeed, across some groups of OECD and non-OECD countries, an increase in FG is highly statistically significantly associated with a subsequent upward movement in corporate tax rates and revenues. This reflects both the impact of rising profitability attendant on globalization, and domestic political economy factors relating to desire for portfolio diversification by domestic corporate elites. However, the greater the trade openness, the lower the CT rates. At the same time, there is little evidence that overall higher global financial market integration leads to downward pressure on corporate tax rates.
There is robust evidence of a form of "Stackelberg" leadership by the United States, whereby deviations from U.S. corporate tax rates, up or down, are not sustained over the longer term. In particular, rather than a race to the bottom, if rates are below those in the United States, there is a move toward the U.S. rates across a broad range of country groupings.
We explore the dynamic effects of home vs. U.S. taxation for tax revenues, accounting for integration into the world economy (Appendix Table 1 ). For OECD countries, revenues increase with tax rate increases up until the increases exceed the U.S. rates, after which revenues attenuate. This is an area for further research.
There is a clear role played by "global sentiment" relating to the role of markets and the corporate sector. This belief in the primacy of the markets (particularly since the collapse of the Soviet Union), has a direct bearing on private corporate sector and its tax treatment. Other things equal, this has exerted a clear downward influence on corporate tax rates ( Figure 10 ). Global average tax rates on "immobile" factors (individuals) and "mobile" factors (corporations) have trended in the same direction and are very highly correlated: global forces beyond "strategic competition" are clearly at work. This is an area for further research.
 Domestic political economy factors play a key role. The corporate sector, particularly in closed emerging market economies, has a strong preference for lower tax rates, which suggests that the greater the role played by capital (and the greater concentration of capital) in production in a closed economy, the lower the rate of taxation. However, with openness, there is a diminution in the role of capital in the productive process (and diminished concentration). Further, firms and their owners have incentives, given openness, to seek diversified portfolios internationally, reducing the ability and incentive of domestic firms to push for lower rates. We believe that this is the first demonstration of the effects of capital share concentration on corporate tax policy in closed economies, and it is starkly at odds with standard views of the expected fate of "trapped" capital in closed economies.
 As seen in existing empirical studies, there is a positive relationship between government expenditures and corporate tax rates and collections: higher growth, presumably through a reduction in budgetary revenues, leads to subsequent lower CIT rates; and the smaller the population, ceteris paribus, the higher the rates.
These findings have a number of important implications. First, they underline the fact that the setting of CT rates is a more complex process than the simple competition model, or the "race to the bottom" framework in the context of increasing globalization might suggest. There are powerful domestic and global factors that each bear upon the setting of tax policy, as well as in concert with the financial globalization process. This is, of course, not to say that there are no empirical regularities regarding the determination of CTs, but rather that the process is richer and less straightforward than some of the literature suggests.
Second, globalization per se does not reduce the degree of policy maneuver. Conversely, any rolling back in the process of globalization would not effectively increase flexibility in the setting of CT rates. Third, in the aftermath of the global crisis and the severe budgetary pressures in most of the advanced economies, balancing of the various considerations is likely to make decision making regarding CIT rates even more difficult. But the evidence in this paper suggests that the role of U.S. policy would be crucial. Particularly given the budgetary pressures in the United States, were there to be an increase in the U.S. rate, it would allow some welcome flexibility to nudge rates higher in many other economies. On the other hand, however, were there to be any pronounced cuts in U.S. rates as is being debated currently, this is likely to have sizable adverse externalities for many economies, particularly those that are facing even larger fiscal pressures. 
